The aim of the paper is analysing the relationship between governance systems and safeguard of minority shareholders in Italy. We believe that an appropriate governance system can favour a fair distribution of value to shareholders of listed companies regardless of the size of the share held. We studied the tender offers made in Italy in the period 2000-2009 to calculate the relationship between the compliance of governance systems with best practices and size of majority premiums paid in takeover transactions, measured through offer prospectuses. The empirical research shows a negative association between the mentioned variables. So this seems to suggest that the compliance with best practice codes can influence the majority premiums in tender offers and protect minority shareholders.
Introduction
The aim of the paper is analysing the relationship between governance systems and protection of minority shareholders in Italy. We believe that an appropriate governance system can favour a fair distribution of value to shareholders of listed companies regardless of the size of the share held. We made a research on this phenomenon some years ago (Sancetta, Gennaro, 2009 ). The study showed that there was a negative correlation between corporate governance, weighed in terms of compliance with best practices, and size of majority premiums paid in take-over transactions, measured through offer prospectuses. Nevertheless, we found a limited number of observations to build our sample.
So we want to study the same subject considering: -the evolution of the literature analysing the papers meanwhile published on the same item; -an extension of our sample and a regression model to enforce our results. The paper starts with a brief description of the principal trends in literature and practice about the meaning attributed to the term -governance‖ and the characteristics of Best Practice Codes in different countries and governance systems. Since the article analyses the case of our country, it considers the aim of the corporate governance underlined in the Italian code which is to protect shareholders, in particular those minority shareholders who have no part in corporate management.
So the paper aims to verify if the compliance with corporate governance best practice codes favours the protection of minority shareholders. We believe that a good corporate governance can influence the value distribution among shareholders and safeguard minority shareholders.
Then the article -by studying the tender offers made in Italy in the period 1999-2009 -defines the relationship between governance systems, weighed in terms of compliance with best practices, and size of majority premiums paid in take-over transactions, measured through offer prospectuses. The empirical research shows a negative association between the mentioned variables. So this seems to suggest that the compliance with best practice codes can influence the majority premiums in tender offers and protect minority shareholders.
The Principal Definitions of Governance
There are quite different trends in the interpretation of the notion and role of governance (Hart, 1995) . These different approaches to the matter are due to different theories on the nature and evolution of companies, and also to the different characteristics of the capitalist systems taken as reference in the analyses. Following a now common approach based on the agency theory and on the contractual theory, we may identify what is usually referred to in literature as a cause of governance issues:
-opportunism, as a prevailing component of human nature, that often gives rise to conflicts of interest in economic relationships; -impossibility to draw up -perfect‖ contracts, and then the understandings between the various stakeholders of a company, establishing the behaviour that each stakeholder is required to take in any possible future situation. The focus is usually on the control that some stakeholders (usually the shareholders) must exercise on the others (usually the managers) due to a supposed attitude of the latter to behave in an opportunistic manner. Therefore, academic literature has addressed, since Berle and Means (1932), corporate governance issues by focusing on those aspects that refer mostly to agency issues (Fama, 1980) , or on incomplete contract issues (Williamson, 1988) . Many definitions reflect the common notion of corporate governance as a series of mechanisms developed to control the actions of decision-making stakeholders. This approach considers a company as a network of agreements tied to one another: the enterprise thus becomes an abstract place in which different parties exchange resources and implement a tight network of agreements. If these are incomplete (due to the impossibility to predict and regulate situations capable of generating quasi-earnings) and assuming the negative aspects of human nature (considered basically as opportunistic), the need arises to regulate appropriately ex-post the negotiations on quasi-earnings, so that both parties to the agreement that generates such earnings may benefit from them on equal terms (Zingales, 1997, p. 3 (Coase, 1937) . Since a company is a hierarchical organisation alternative to the market, where transactions are managed, supervised and coordinated according to its own operational rules and management guidelines, governance mechanisms are sets of formal rules adopted in order to minimise transaction costs, and governance becomes instrumental, its purpose being that of -explaining, identifying and mitigating all forms of contractual opportunism‖ (Williamson, 1988) .
Another definition in line with the one described above, was developed by Zingales, who, following Williamson's approach, defines governance systems as the complex set of constraints that shape the expost bargaining over the quasi-rents generated by a firm (Zingales, 1997, pp. 3-4) . In general corporate governance is a complicated sets of restrictions governing ex-post negotiations on the quasi-earnings that are generated within a contractual relationship. As contracts are very often incomplete due to high contractual costs, information gathering costs or unpredictable circumstances, there is a clear distinction between decisions ex-ante, i.e. when the parties establish a contractual relationship and make non-recoupable (i.e. specific) investments, and decisions ex-post, when it comes to distributing the benefits of such relationship. Therefore, the Author defines corporate governance as a complex set of restrictions governing ex-post negotiations with stakeholders, with respect to the quasi-earnings generated by a company throughout the course of its useful life.
A more comprehensive definition of governance is the one used by Shleifer and Vishny (1997), who define governance as the system through which investors protect the venture capital contributed to an enterprise and grant themselves an adequate return on the risk undertaken. These Authors start from agency theory assumptions, in their opinion an essential component of the contractual aspect of companies, and analyse the main corporate mechanisms, from both a legal and a market viewpoint, that may protect and safeguard the owners' interests. A governance system developed on the basis of this doctrinal approach would supposedly focus on the relationships between top managers, board of directors and shareholders, taking other stakeholders into account only marginally. In other words, corporate governance is seen as a series of tools that a company must put into place so that those shareholders who are not actively involved in its strategy may control management's activities. In this view, such factors as board composition, independence of directors, stock option plans and management accountability become extremely significant. Several studies have verified that firms with greater agency conflicts implemented better governance mechanisms, particularly those related to the board, audit committee and auditor (Dey, 2008) .
More recent researches on this matter have led to different interpretations from the ones given by the literature mentioned above, due mostly to two levels of reasons: in the first place, the trend towards the adoption of a broader perspective, in which also other strategic stakeholders apart from shareholders are seen as legitimate interlocutors; in the second place, the relationships between stakeholders are thought to be not necessarily inspired by opportunistic purposes, but rather by a natural inclination to co-operation (Ghoshal, 2005 Golinelli, 2005) . In more recent researches on governance, the relational perspective based on the stakeholder theory is improved by adopting a systemic concept of enterprise; these researches focus on the managing body and describe it as committed to creating the conditions for social consensus that are required for a business entity to survive and grow (Esposito De Falco, 2003; Compagno, 2003) . Governance is defined as the whole of structural characteristics of an efficacious corporate management aimed at creating value. These characteristics may refer to the arrangement of corporate managing bodies and controls performed by the reference macro-systems, as well as to the relational patterns between managing bodies and macro-systems (Golinelli and Vagnani, 2002) .
At last, it should be kept in mind that the firm's top decision maker, in pursuing an effective and efficient management, is required to show a strong social responsibility to the external world, where freedom (autonomy), creativity (innovation) and business ethics are the new guiding principles to follow (Collier and Esteban, 1999) . In this sense, governance represents the system of values that will direct and guide the company towards survival and development (Vergesten Ryan, Buchholtz and Kolb, 2010) In this paper, corporate governance is intended as a system of principles and mechanisms that may describe (Coda, 1997) :
-the purposes of the decision making process and the control making process; -the structure and operation of administration (board of directors, chairman of the board, committees) and control system (board of internal auditors, independent auditors). Therefore, corporate governance refers to the internal mechanism system that defines:
-the rights and behaviours of shareholders, holders of specific interests; -the structure and responsibility of the corporate bodies by which shareholders are represented, especially those that exercise a considerable influence on corporate governance and management; -the rights of those categories of shareholders who, while not being part of the managing bodies, are entitled to have their interests taken in due consideration in all value creation and value sharing options (Colombi, 1995 and .
The Codes of Best Practices
In the codes and practices applied in developed countries we see that traditional corporate governance mechanisms are becoming obsolete, increasingly less focused on mere shareholder protection and increasingly more focused on a comprehensive vision of the various stakeholders involved in business organisations.
Best practices (or self-regulation codes) are nonbinding recommendations concerning those systems and mechanisms for good corporate management that are considered the most appropriate to improve the efficiency of the company as a system and the stability of the financial macro-system it operates in. The recommendations contained in these codes, being the result of their authors' experience and of the observation of the essential characteristics of each company and of the countries it does business in, are true reference standards each company should comply with, unless it provides a reasoned explanation for choosing to use other governance systems and mechanisms than the ones recommended.
While adjusting a company's governance system to the recommendations contained in a best practice code is not mandatory, it is an evidence of fairness and management transparency, a guarantee that the stakeholders of the company are protected. Best practice codes allow to evaluate the efficiency and efficacy of the governance system of any given company based on its compliance with the recommendations.
In certain countries, especially Anglo-Saxon countries, characterised by wider and more advanced financial markets, these codes are more market oriented to the protection of owner interests: companies must create shareholder value by adopting governance principles and mechanisms appropriate for the purpose. In British and North American codes, corporate governance is defined as a system of guidance and supervision of companies aimed at creating shareholder value through their activities.
-Corporate governance is the system by which companies are directed and controlled. Boards of directors are responsible for the governance of their companies. The shareholders' role in governance is to appoint the directors and the auditors and to satisfy themselves that an appropriate governance structure is in place.‖ (Cadbury Report, 1992, par. If we were to deduct the main characteristics of a valid governance system from the operating practices followed in these countries, these characteristics might be identified as: the directors' ability to remain independent at all decision-making stages, the respect of the rights of the shareholders not represented in the managing bodies, information transparency as the essential requirement for the harmonisation of the interests of all the parties involved. Therefore, a governance system must be characterised by three essential elements (Macey, 1998) : ability to prevent managers from taking inappropriate advantage of their management; ability to remove inefficient managers, i.e. those who do not succeed in guiding the company to find and maximise its financial value; ability to establish a clear and transparent relationship with capital markets, for the best value diffusion and opportunity to find adequate funding sources.
In other market regions we see that corporate governance is given a broader meaning. Here governance systems sometimes include those rules and tools that may guarantee that the management of a company not only reports to the shareholders but also to other significant stakeholders.
In the Euro zone, an example is provided by German literature and practice, according to which the concept of corporate governance includes both formal characters, regards to the role of corporate bodies, and material characters, as it makes explicit reference to the relationships between management and shareholders and between management and other stakeholders.
-The company management must sensibly balance out the interests of the various stakeholder of the company. Among those with an interest in the public corporation are principally the owners (stockholders) but also the employees, the customers, the loan creditors and suppliers as well as the public at large. Within the scope of this reference groups, particular significance must be attached to the stockholders as providers of risk capital. The prominent position of the stockholders certainly does not mean an ill-balanced commitment by the company's management to a strict, short-term maximization of shareholder value, as measured against the quoted price.‖ (Berlin Initiative Group, 2000, p. 39) Similarly, the meaning of governance commonly adopted in Japan defines it as the whole of relationships existing among all the parties that have a specific interest in a company, including its employees, creditors, vendors etc. The formal definition proposed by an OECD study group also appears oriented in this direction.
-Corporate governance is a series of rules, policies and appropriate voluntary practices of the private sector that allow a business company to attract financial and human resources, grow and continue to exist creating shareholder value, while respecting all its stakeholders and also the community as a whole‖ (OECD, 2004 ). In Italy, best practice codes include, in an implicit form, the typical Anglo-Saxon notion stated in the British Reports (Airoldi and Forestieri, 1998; Molteni, 1997) , and define governance as the series of rules according to which companies are directed and controlled in the prevailing interest of their shareholders (Italian Code of Best Practice, 2006, par. 1.3). In Italy the rule is that:
-The decisions of each director are autonomous to the extent that these are taken based on his free assessment, in the interest of the generality of shareholders. Therefore, even where management options are subject to prior evaluation -in accordance with the restrictions and provisions of applicable provisions of law -of controlling shareholders (individually or under specific agreements), each director is entitled to resolve in autonomy, making decisions that may reasonably lead to maximising shareholder value‖ (Italian Code of Best Practice, 2006, par. 1.3). Therefore, the creation of shareholder value is the main goal that the directors of listed Italian companies must pursue in order to meet three different requirements:
-to follow the prevailing trend in the global financial environment;
-to reconcile entrepreneurial dynamics with Italian rules of law, according to which corporate interests are the reference measure to value the actions of those who are responsible for managing companies; -to promote the creation of shareholder value as the indispensable requirement for profitable relationships with the financial market. Other categories of stakeholders than shareholders are mentioned only instrumentally to claim that, in the long term, the creation of equity value will positively affect also the other players involved, whose interests are already protected by the Italian laws.
Corporate Governance and Value Distribution
An effective and efficient governance system can affect the process of value's creation and fair distribution. Governance effectiveness relates to the contribution it can give to maximising business value; efficiency, on the other hand, relates to its compliance with best practice codes. Prior research have examined how internal and external corporate governance affect firm value, cost of capital, and stock returns (Gillan, 2006) . They have also shown that corporate governance reinforces operational transparency by improving ability of shareholder to discern the quality of management and the true value of firm (Bebchuk, Cohen and Ferrell, 2009 ). Governance may represent a means of creating value because, by interacting with other elements of the company, it may theoretically give a material contribution to:
-the definition and implementation of business strategies; -the investments in human resources; -the clarity and consistency of accounting and non-accounting information and to management transparency vis-à-vis the stakeholders within and outside the company. These factors may contribute to increasing the yield of the capital invested and to reducing the cost of capital due to better relationships with lenders; these relationships increase the reliability of the company and mitigate the perceived risk (Gompers, Ishii and Metrick, 2003) .
In order to evaluate the effectiveness of corporate governance in real cases, it is necessary to develop an objective measure of the ability of the governance system to take part in value creation and distribution. The aspect we would like to study in deeper detail in this research is not so much that of the creation, but rather that of the fair distribution of the value obtained; in fact, we believe that this value may generate a sort of virtuous circle in which a fair participation in the value created would fuel the company's competitive edge and strengthen its ability to create additional value.
In this framework, corporate governance may be judged effective if it contributes to preventing stronger parties from taking up value to the detriment of weaker parties. Therefore, the efficacy of a governance system is measured not only in terms of support to business strategies towards the creation of value, but -and above all -of equitable distribution of the overall value created among all the parties who have contributed to producing it. From the viewpoint of the financial aspects of management, where the governance of a company is totally efficacious, one would expect the participation in the share value created as a whole to be fair and satisfactory. In this ideal situation, the financial value of the benefits deriving from the majority interest in a company should be naught -or however minimal -regardless of who holds such majority interest.
If we adopt the definition of governance formulated by Shleifer and Vishny, one measure of the shortcomings of a governance system is the proportion of a company's value that does not accrue to all shareholders on a per share basis, but is instead captured by inside shareholders who control and sometimes manage the firm. Financial economists refer to this extra value as the -private benefits of control‖: the effective control of a corporation confers the opportunity not only to improve performance and to increase value, but also to divert wealth away from shareholders and other groups in favour of the controlling coalition (Dyck and Zingales, 2004) .
The existence of private controlling benefits explains the control (or majority) premiums recognised in the financial market (Bebchuk, 1989 and . These benefits can assume three different forms (Zanetti, 2004) : a) psychological benefits; b) cash flow that controlling coalition can draw out of a company (personal benefits, dividend policy, m&a, ect.), diverting wealth away from other shareholders; c) additional cash flow that controlling coalition (external synergies) can develop out of the company. The control premium is the additional value that a package of shares has with respect to the corresponding fraction of the aggregate financial value of own means due to the fact that it grants control over the company. The additional value is explained by the factor sub a), b) and c). The majority premium is, in other words, the specific value attributed to the controlling authority through which the competitive strategies and operational policies of a given companies are decided.
Vice versa, the -minority discount‖ represents a decrease in the theoretical market value of a minority package of shares with respect to its intrinsic value, due to the lack of controlling benefits and to the disutility generated by not having controlling authority on a company. The lower value of minority stake is just explained by factor sub b).
Premiums or discounts are therefore not part of the evaluation process that contributes to defining the intrinsic value; they are a subsequent -albeit not independent -step in the definition of the financial value of a share or an equity interest (Guatri and Bini, 2005) . Premiums are adjustments applied to increase respectively the intrinsic value of a share or equity interest, and hence translate it into a reasonable price in abstract market conditions.
The literature has recently reasserted that the pricing difference between controlling interest and non-controlling stakes cannot be entirely attributed to private benefits, as it may also be due to a difference in intrinsic values or to synergies recognised by the seller to the purchaser, or to the under-diffusion or iper-diffusion of the value (Guatri and Bini, 2005) . Therefore, from a mere comparison of majority stock and minority stock prices one will never obtain the actual premiums and discounts, but raw amounts that reflect all the factors mentioned above.
Research Hypothesis, Methodology Used and Results
In this framework, we believe that a good corporate governance system can protect minority shareholders. According to what we observed, we would like to verify the following research hypothesis:
H1
The compliance with corporate governance best practice codes favours the protection of minority shareholders.
The degree of efficiency of a corporate governance system may be determined by measuring its compliance with reference standards in the form of best practice recommendations. Best practices are a sort of self-regulation code that sets forth certain recommendations, usually prepared by expert commissions within the framework of market watchdog authorities, concerning the governance mechanisms and structures every company should abide by. These codes are not generally provisions of law, but a series of principles and guidelines that companies are free to adopt in their own governance processes. When a company tailors its own governance system to the recommendations of a best practice code, it usually gains a sort of quality trademark that distinguishes it from its competitors in the eyes of strategic stakeholders. The efficiency of the governance system of any given company may therefore be assessed on the basis of the compliance of governance mechanisms with the recommendations of best practice codes. The evaluation of a company's compliance with code recommendations must take into account the risk that these recommendations are complied with only formally but not materially. Empirical evidence shows that this circumstance is far from being merely hypothetical.
As stated earlier in this paper, the effectiveness of a corporate governance system lies not so much in its compliance with the laws in force but rather in its ability to favour the creation and distribution of value to the players concerned. In other words, an effective governance system should contribute to increasing business value and ensure its fair distribution.
In order to evaluate the effectiveness of a corporate governance system, we tried to analyse the size of private controlling benefits which derive from the cash flow that controlling coalition can draw out of a company, diverting wealth away from other shareholders.
A measure based on majority premiums or minority discount appears particularly adequate for those companies in which ownership is not highly and entirely distributed but is characterised by packages of shares with voting rights through which one player or group of players may actually control the company. Therefore, the value of private benefits deriving from the authority that one player -or group of playersholds in a business organisation may correctly represent an indicator of the degree of ineffectiveness of its governance system.
In literature there are two methods to estimate the size of private benefits. The first one is the -voting right method‖ (Zingales, 1994; Nenova, 2001 ; Booth): looking at different prices, across firms, paid for voting stocks and non-voting stocks, it is possible to identify the size of premiums paid to have the corporate control and related benefits. The second method (Barkalay and Holderness, 1989; Dick and Zingales, 2004; Bigelli and Mengoli, 1999) focuses on differences in the prices per share paid in a privately negotiated transfer of a controlling block and the prices that can be observed in the market once investors have absorbed the fact that there will be a new controlling shareholder.
A third way to measure the private benefits of control consists in the observation of prices of majority and minority shares on the transactions stipulated under tender offer rules, OPA (Brescia Morra and Salleo, 2002; Penati, 2004; Massari, Monge and Zanetti, 2006). Open tender offers are an essential tool of financial markets, aimed at facilitating the acquisition of controlling interest in publicly traded companies, guaranteeing fairness in the distribution of control premiums (Banfi, 2004) . Therefore, we have measured the impact of governance systems on the protection of minority shareholders by analysing the difference between the market price shares and the OPA price shares in the tender offers launched in Italian regulated markets in recent years.
Our survey has considered all the companies that launched a tender offer in the period 1999-2009. We chose 1999 as starting year because it is the first entire administrative period in which the rules of the Consolidated Finance Act on tender offers were enforced (the Legislative decree n. 58, February 24th, 1998, came into force on 1 July 1998). The first Best Practice Code developed by the Listed Company Corporate Governance Committee was completed and distributed in October 1999.
In order to identify, analyse and select tender offers useful for the purposes of our empirical survey we proceeded as follows.
We selected from the official website of the Italian securities exchange authority CONSOB (www.consob.it) all tender offer prospectuses (broken down into partial preventive tender offers, total preventive tender offers, subsequent tender offers and voluntary tender offers) presented between 1999 and 2009 for the purchase of stock in listed companies.
We reviewed the prospectuses selected in their entirety and then chose the ones relating to transactions for the purchase of quantities of shares that could allow the purchasers to take control of the target company.
Out of the tender offers selected as above, we excluded those carried out for industrial purposes. In fact, in this case the difference between the price of controlling package shares and the market price of the shares may include, apart from a -pure‖ majority premium 63 and the psychological benefits of the control 64 , also certain industrial synergies granted to the purchaser by the seller. We know that the value may also depend on other factors, such as underdiffusion or over-diffusion of value, however we believe that these factors are more difficult to single out. In other words, in order to be sure that the difference between controlling package price and market price did not include the industrial added value deriving from the takeover of the target company, we only considered financial transactions in our survey. Unfortunately in some cases the data were not available.
We reviewed the corporate governance reports for the take-over year of all the target companies selected, through the official website of Borsa Italiana Spa (www.borsaitaliana.com) or through the companies' institutional websites ( Table 1 and Table  1 bis) . 63 We consider the -pure‖ majority premium as the cash flow that controlling coalition can draw out of a company diverting wealth away from other shareholders. 64 In our research we suppose that the psychological benefits of the control are null. 
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We tried to measure the compliance of the governance systems of the target companies selected with the rules provided in the Best Practice Codes with reference to the indicators reported in Table 2 . It is worth noting that our methodology matches in part that of other previous contributions (Brogi, 2003) .
After selecting the indicators, we defined the level of compliance of target company governance with the standards established in the Best Practices Code. We would like to point out that the calculation of the final score for each company was based on the attribution of comparable weights to different indicators; in fact, we considered the use of different weighting factors as an excessively arbitrary option. For brevity, the indicators calculated are not stated in their entire denomination but by reference numbers ( Table 3) 
After giving a value to each governance indicator, we would have liked to quantify the -pure‖ majority premium. As it is extremely difficult to estimate it, we considered, with the due caution, the entire amount of the difference between the price of controlling package shares and the market price of the shares as a proxy variable of the -pure‖ majority premium. We determined it by calculating the percentage price surcharge proposed to the shareholders in the tender offer compared to: the average price 12th month before the tender offer; the average price 11th month before the tender offer; the average price 10th month before the tender offer; the average price 9th month before the tender offer; the average price 8th month before the tender offer; the average price 7th month before the tender offer; the average price 6th month before the tender offer; the average price 5th month before the tender offer; the average price 4th month before the tender offer; the average price 3th months before the tender offer; the average price 2th month before the tender offer; the average price 1th month before the tender offer ( Table 4) . 
CONTROL PREMIUM (in %)
Lastly, we developed a regression model to measure the relationship between the compliance of the governance system with the Best Practice Code (see Table 3 ) and the amount of the majority premium (Table 4) in the 12 months before the tender offers in order to obtain indications on the impact of the best practices recommended by that Code on the protection of minority shareholders ( Table 5 and  Table 5 bis). *p<0,20; **p<0,10; ***p<0,05 *p<0,20; **p<0,10; ***p<0,05
Conclusions
Our survey leads to interesting results because it shows the relevance of best practice codes in Italy. Infact, we find that the association between the compliance of governance systems with the law and with Best Practice Codes and the control premiums is systematically negative. This is an important result because it shows the relevance of best practice codes in safeguarding minority shareholders. We believe that it would be very interesting to analyse the same subject in future years in Italy and in other countries to test the relevance of the rules in protecting shareholders; in fact, it is one of the most important goal in a corporate governance system.
